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In Our Opinion… 
 The Newsletter of the AICPA Audit and Attest Standards Team 
 
COSO Guidance for Smaller Entities  
by Chuck Landes  
 
Background 
In 1992, the Committee of Sponsoring Organizations of the Treadway Commission (COSO) issued 
Internal Control – Integrated Framework, which establishes a framework for internal control and 
provides evaluation tools that businesses and other entities can use to evaluate their control 
systems. The COSO framework defines internal control as a process, effected by an entity's board 
of directors, management, and other personnel, designed to provide reasonable assurance 
regarding the achievement of objectives in the following categories: 
 
 • Effectiveness and efficiency of operations.  
 • Reliability of financial reporting.  
 • Compliance with applicable laws and regulations. 
 
The framework identifies and describes five interrelated components necessary for effective internal 
control. 
 
In 2002, The Sarbanes-Oxley Act (the Act) was enacted in response to a series of business 
failures, beginning with Enron in 2001. Failures in internal control, particularly over financial report-
ing, were among the specific concerns addressed by the Act, particularly Section 404 of the law.  
Section 404, together with the SEC’s related rules, require public companies to make an 
assessment of the effectiveness of their internal control over financial reporting, and their auditors 
to conduct a related audit.  Because the COSO framework is the most commonly recognized and 
accepted standard for establishing and evaluating effective internal control, essentially all compa-
nies are using it as the basis for their assessments. 
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During the past two years, public companies and other interested parties have been considering how to comply 
with these new legal and regulatory requirements, including their implications for smaller businesses.  To ad-
dress the special needs of smaller businesses, the SEC has requested that COSO consider providing guid-
ance on applying the COSO framework in the context of the small business environment.   Accordingly, COSO 
has undertaken a project to provide such guidance.   
 
Rationale for Developing Guidance Specific to Small Business 
As stated in the COSO framework, no two entities will, or should, design their internal control in the same way. 
The needs of entities differ dramatically and are affected by the industry in which the entity operates, the size 
of the entity, its culture, and its management’s philosophy. A highly structured organization with formal report-
ing lines and responsibilities may be appropriate for a large entity that has numerous operating divisions, in-
cluding foreign operations. However, such a structure might impede the necessary flow of information in a 
smaller entity.  
 
Thus, although all entities need effective internal control, one entity’s application of internal control often will be 
very different from another's.  Although small entities may apply the framework differently than large ones, they 
still can have effective internal control.  The application is likely to be less formal and less structured in smaller 
entities than it is in larger ones, but the basic elements should be present in every entity, regardless of its size.   
 
Because there are resource constraints in all organizations, entities must consider the relative costs and bene-
fits of their decisions, including those related to internal control over financial reporting.  In determining whether 
a particular action should be taken, or control established, the risk of failure, and the potential effect on the en-
tity are considered along with the related costs. For example, it might not pay for a small company to hire addi-
tional personnel to establish strict segregation of duties if it can mitigate the lack of such preventive controls by 
establishing effective compensating detective controls.   
 
Cost-benefit determinations vary considerably depending on the nature and size of the entity. The challenge is 
to find the right balance. Although limited resources should not be allocated to less significant risks because 
excessive control is costly and counterproductive, cost-benefit decisions do not provide justification for com-
promising internal control effectiveness.  
 
The different methods of establishing and implementing internal control, and factors that need to be considered 
in making cost/benefit decisions create challenges for all entities.  But how internal control is effectively applied 
in small businesses is less widely understood, and small businesses frequently lack the resources necessary 
to readily determine how to make the required judgments.     
 
For these reasons, and because of the critical importance to the capital markets of ensuring that small busi-
nesses meet the aforementioned legal and regulatory requirements, COSO believes that it would be a valuable 
undertaking to develop guidance for applying the framework in a small-business environment.  
 
Scope 
COSO believes that the guidance developed for smaller entities should: 
 
 • Focus only on internal control over financial reporting. (The guidance would not address internal control 
related to operations and compliance objectives). 
 
• Focus on techniques for applying internal control concepts, rather than for evaluating internal control.   
 
• Not cover documentation requirements set forth by the SEC or the Public Company Accounting Over-
sight Board (PCAOB).   
 
 
Audiences 
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The primary audience for internal control application techniques is managers of small public companies re-
sponsible for or involved in designing, implementing, and ensuring the effectiveness of internal control over 
financial reporting.  Another audience is auditors who perform audits of small issuers in accordance with 
PCAOB Auditing Standard No. 2, An Audit of Internal Control Over Financial Reporting Performed in Conjunc-
tion With an Audit of Financial Statements.  For the vast majority in this group, auditing a client’s internal con-
trol requires a significant change in current auditing practice.  Currently, many audits of small public companies 
are primarily substantive. The auditor obtains an understanding of each of the five components of internal con-
trol sufficient to plan the audit, but performs little if any testing of the design and operating effectiveness of con-
trols.   
 
Secondary audiences for internal control application techniques include developers of: 
 
• Internal control aids for financial executives and internal auditors in the corporate community. 
• Audit practice aids for the audit community.  
• CPE courses, and the instructors who teach them. 
 
All of these audiences have the same basic need—to understand how to apply the COSO framework to inter-
nal control over financial reporting of small entities.  Availability of such techniques is likely to obviate the need 
for secondary audiences to each develop original content, enabling them instead to use the COSO techniques 
and integrate them into their own products.   
 
Status 
An exposure draft of the proposed guidance is nearing completion and is expected to be issued for comment in 
mid to late September 2005.  Practitioners, whether they are involved in auditing public companies or not, are 
encouraged to read the exposure draft and provide feedback to the COSO board and task force.  Updates on 
the status of this project will be provided in future editions of In Our Opinion.   
 
 
ASB Amends and Reexposes Proposed SAS, 
Communication of Internal Control Related Matters  
Noted in an Audit 
by Judith M. Sherinsky 
 
On March 18, 2003, the Auditing Standards Board (ASB) issued an exposure draft of a proposed Statement on 
Auditing Standards (SAS) entitled Communication of Internal Control Related Matters Noted in an Audit. After 
revising the proposed SAS for certain matters noted in comment letters, the ASB, at its September 2003 meet-
ing, determined that additional changes were needed, including conforming changes to reflect certain defini-
tions and related guidance, that would be applicable to nonissuers, in Public Company Accounting Oversight 
Board (PCAOB) Auditing Standard No. 2, An Audit of Internal Control Over Financial Reporting Performed in 
Conjunction With an Audit of Financial Statements.  At its December 14, 2004 meeting, the ASB recommended 
that the document be reexposed for comment because of the significant changes made.  
 
The proposed SAS, which bears the same title as the original exposure draft, is being issued to enhance the 
auditor’s ability to identify and communicate to management and those charged with governance significant 
deficiencies and material weaknesses in internal control identified in a financial statement audit. The proposed 
SAS: 
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 • Recognizes that the body to whom internal control matters are communicated may take different forms 
in nonissuer entities, for example, a board of directors, a committee of management, or an owner in an 
owner-managed entity. 
 
 • Uses the term those charged with governance to refer to the person(s) with responsibility for oversee-
ing the strategic direction of the entity, and the entity’s financial reporting and disclosure process.  
  
 • Incorporates the definitions of the terms control deficiency and material weakness used in PCAOB Au-
diting Standard No. 2, and replaces the term reportable condition with the term significant deficiency 
and its related definition in PCAOB Auditing Standard No. 2. 
 
 • Requires the auditor to communicate, in writing, to management and those charged with governance 
significant deficiencies and material weaknesses in internal control. (These matters should be commu-
nicated even if they were previously communicated to these parties in connection with previous audits.)  
 
 • Provides guidance to the auditor in evaluating:  
 
  - Deviations in the design or operation of controls and whether they constitute control deficiencies.  
 
  - The severity of control deficiencies, based on their nature, likelihood, and magnitude, including 
whether misstatements or potential misstatements are “more than inconsequential.”  
    
 • Identifies specified control deficiencies that ordinarily would be considered at least significant deficien-
cies. 
 
 • Identifies specified circumstances that should be regarded as at least a significant deficiency and a 
strong indicator of a material weakness. 
  
 • Requires the auditor, after concluding whether a control deficiency is a significant deficiency or a mate-
rial weakness, to consider whether “people with general business knowledge and experience” would 
agree with the auditor’s conclusion. 
  
 • Requires the auditor to communicate internal control matters to management and those charged with 
governance no later than 60 days following the report release date (the date on which the auditor 
grants permission for the client to use the auditor’s report in connection with the financial statements).  
 
 • Presents revised illustrative written communications for situations in which: 
 
  - The auditor has identified significant deficiencies or material weaknesses.  
 
  - The client requests a written communication from the auditor indicating that no material weak-
nesses were identified in the audit of the financial statements. 
  
  - The client requests a written communication from the auditor indicating that one or more significant 
deficiencies were identified in the audit of the financial statements, but none is deemed to be a ma-
terial weakness.   
 
 • Includes an appendix containing examples of circumstances that may be control deficiencies, signifi-
cant deficiencies, or material weaknesses.   
 
The proposed SAS, if approved, would supersede SAS No. 60, Communication of Internal Control Related 
Matters Noted in an Audit (AU sec. 325), as amended.  Comments on the exposure draft are due by October 
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31, 2005. To download the document as a PDF file, click on the following address: 
http://www.aicpa.org/download/exposure/Internal_Control_Related_Matters.pdf. The Adobe Acrobat 
Reader, which is needed to view the file, is available as a free download from the Adobe web site at 
www.adobe.com/prodindex/acrobat/readstep.html.   
 
 
ARSC Issues SSARS Nos. 12, 13, and 14 
by Michael P. Glynn   
The Accounting and Review Services Committee (ARSC) has issued three new Statements on Standards for 
Accounting and Review Services (SSARS).  SSARS No. 12, Omnibus Statement on Standards for Accounting 
and Review Services - 2005 (product no. 060650) amends SSARS No. 1, Compilation and Review of Financial 
Statements, by: 
 
 a. Requiring the accountant to establish an understanding with the client, preferably in writing, that the 
accountant will report to the appropriate level of management any evidence or information that comes 
to the accountant’s attention during the performance of compilation or review procedures that fraud or 
an illegal act may have occurred. (However, the accountant need not report matters regarding illegal 
acts that are clearly inconsequential, and may reach agreement in advance with the entity on the nature 
of any such matters to be communicated.) 
 
 b. Providing guidance on when an accountant should obtain an updated representation letter from man-
agement.   
 
 c. Providing guidance to the accountant on restricting the use of reports issued pursuant to SSARS. 
 
 
SSARS No. 12 also amends SSARS No. 2, Reporting on Comparative Financial Statements, to enable a suc-
cessor accountant to report on a restatement adjustment of prior-period financial statements and indicate that 
a predecessor accountant reported on the financial statements of the prior period before the restatement. 
  
SSARS No. 13, Compilation of Specified Elements, Accounts, or Items of a Financial Statement (product no. 
060651) expands the applicability of SSARSs to situations in which an accountant is engaged to compile or 
issues a compilation report on one or more specified elements, accounts, or items of a financial statement. 
 
SSARS No. 14, Compilation of Pro Forma Financial Information (product no. 060652) expands the applicability 
of SSARSs to situations in which an accountant is engaged to compile or issues a compilation report on pro 
forma financial information. 
 
To obtain copies of SSARS Nos. 12, 13 or 14, contact the AICPA Service Center at 1-888-777-7077 or go to 
www.cpa2biz.com. 
 
The ARSC also has recently:  
 
 • Issued Interpretation No. 27 of SSARS No. 1, “Applicability of SSARSs to Reviews of Nonissuers Who 
Are Owned By or Controlled By an Issuer,” which identifies the applicable authoritative standards to be 
used when an accountant is engaged to review the separate financial statements of a subsidiary that it-
self is not an issuer (as defined in Section 3 of the Securities and Exchange Act of 1934). The interpre-
tation can be viewed at the following AICPA web site: 
http://www.aicpa.org/download/members/div/auditstd/SSARS_Interpretation_SSARS_Applicabili
ty.pdf  
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 • Updated the illustrative engagement letters for compilations of financial statements, compilations of fi-
nancial statements not intended for third-party use, and reviews of financial statements.   
 
 • Developed an illustrative engagement letter for compilations of specified elements, accounts, or items 
of a financial statement, and for compilations of pro forma financial information.  All of these illustrative 
engagement letters are accessible at the following AICPA web site: 
http://www.aicpa.org/members/div/auditstd/technic_arsc.asp 
 
 
 
Auditing Interpretations Pertaining to  
Auditing Fair Values 
by Joel Tanenbaum 
 
The Auditing Standards Board recently issued the following two interpretations of Statements on Auditing 
Standards (SAS) pertaining to auditing fair values: 
 
 • “Auditing Interests in Trusts Held by a Third-Party Trustee and Reported at Fair Value,” which inter-
prets SAS No. 101, Auditing Fair Value Measurements and Disclosures. 
 
 • “Auditing Investments in Securities Where a Readily Determinable Fair Value Does Not Exist,” which 
interprets SAS No. 92, Auditing Derivative Instruments, Hedging Activities, and Investments in Securi-
ties. 
 
The interpretations clarify that if the auditor determines that the nature and extent of auditing procedures 
should include tests of the measurement of investments in securities (or interests in a trust that holds invest-
ments in securities), simply receiving a confirmation from a third party (including a trustee) does not, in and of 
itself, constitute adequate audit evidence with respect to the valuation assertion.  In addition, the interpretations 
remind readers of management's responsibility for establishing an accounting and financial reporting process 
for determining fair value measurements.  The interpretations are posted on the AICPA’s web site at:  
http://www.aicpa.org/download/auditstd/announce/Audit_Interpretations_Auditing_Fair_Value.pdf 
 
Highlights of Technical Activities 
 
The Auditing Standards Board (ASB) performs its work through task forces composed of members of the ASB 
and others with technical expertise in the subject matter of the projects. The findings of these task forces peri-
odically are presented to the members of the ASB at public meetings for their review and discussion.  High-
lights of matters addressed by the ASB are available at: 
http://www.aicpa.org/members/div/auditstd/calendar/asbmtghlts.htm.  
 
Following are the current task forces of the ASB and brief summaries of their objectives and recent activities. 
 
 
Task Forces of the ASB 
 
Amendments to SAS No. 69 (Staff Liaison: Dionne McNamee).   At its July 2005 meeting, the ASB voted to 
issue a Statement on Auditing Standards (SAS) that amends SAS No. 69, “The Meaning of Present Fairly in 
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Conformity with Generally Accepted Accounting Principles” (AU sec. 411), subject to deliberations by the Fi-
nancial Accounting Standards Board (FASB) on its related project. The May 9, 2005 exposure draft was issued 
in response to the GAAP Hierarchy project conducted by the FASB.  On April 28, 2005 the FASB issued an 
exposure draft of a proposed Statement of Financial Accounting Standards (SFAS) entitled “The Hierarchy of 
Generally Accepted Accounting Principles.” Until now, the GAAP hierarchy, for all entities, has resided in the 
auditing literature in SAS No. 69. The FASB exposure draft transfers the GAAP hierarchy for nongovernmental 
entities from the auditing literature to the accounting literature and clarifies that the FASB is responsible for 
identifying the sources of accounting principles and the framework for selecting such principles used in the 
preparation of nongovernmental entity financial statements presented in conformity with GAAP. The FASB dis-
cussed comments received on its exposure draft at its August 24, 2005 meeting. The FASB decided to add 
transition provisions and approved the standard for final issuance.  The FASB instructed its staff to coordinate 
effective dates with the staffs of the ASB and PCAOB.  Once the new SAS becomes effective, SAS No. 69 
would contain the GAAP hierarchy for state, local, and federal government entities and would refer readers to 
the FASB SFAS for the GAAP hierarchy for nongovernmental entities.  Although the FASB may change this 
hierarchy in the future, the FASB exposure draft essentially carries forward the existing hierarchy with certain 
modifications, such as inclusion of FASB Staff Positions and FASB Statement No. 133 Implementation Issues 
as a source of category (a) accounting principles.  The ASB intends to issue a final SAS at the same time the 
FASB issues its final standard, which should be by the end of the year. 
 
Audit Documentation (Staff Liaison: Sharon Walker; Task Force Chair: Lynford E. Graham). At its December 
2004 meeting, the ASB voted to issue an exposure draft of a proposed SAS that would amend SAS No. 96, 
Audit Documentation. The exposure draft is currently available on the AICPA’s web site at: 
http://www.aicpa.org/members/div/auditstd/2005_10_12AuditDoc.asp. The exposure period ended on May 
15, 2005, and it is expected that the ASB will finalize the proposed SAS at its October 2005 meeting.  
 
Auditing Accounting Estimates (Staff Liaison: Hiram Hasty; Task Force Chair: Harold Monk Jr.). The task 
force plans to revise Statement on Auditing Standards (SAS) No. 57, Auditing Accounting Estimates (AU sec. 
342), in light of the revised exposure draft, International Standard on Auditing (ISA) 540, Auditing Accounting 
Estimates and Related Disclosures (Other than Those Involving Fair Value Measurements and Disclosures), 
issued by the International Auditing and Assurance Standards Board (IAASB) in December 2004. In develop-
ing an exposure draft, the task force will monitor the progress of ISA 540 and consider the IAASB’s delibera-
tions and drafts.  
 
Auditing Related Party Transactions Task Force (Staff Liaison: Michael P. Glynn; Task Force Chair: 
George P. Fritz).  The task force plans to revise SAS No. 45, Related Parties (AU sec. 334), to achieve con-
vergence with the related International Standard on Auditing that the IAASB is developing. The task force will 
closely monitor the IAASB’s progress on this issue.    
 
Audit Issues Task Force (Staff Liaison: Sharon Walker; Task Force Chair: John A.  Fogarty). This task force 
(1) oversees the ASB’s planning process, (2) evaluates technical issues raised by various constituencies and 
determines their appropriate disposition, including referral to an ASB task force or development of an interpre-
tation or other guidance, (3) addresses emerging audit and attestation practice issues, (4) provides advice on 
ASB task force objectives and composition, and monitors the progress of task forces, and (5) assists the chair 
of the ASB and the Audit and Attest Standards staff in carrying out their functions, including liaising with other 
groups. The AITF will hold its next meeting on September 8, 2005 in New York. 
 
Auditors’ Reports Task Force   (Staff Liaison: Sharon Walker; Task Force Chair: Harold L. Monk).  This task 
force is revising SAS No 58, Reports on Audited Financial Statements (AU sec. 508), in light of the IAASB’s 
recently exposed ISA, The Independent Auditor's Report on a Complete Set of General Purpose Financial 
Statements, and PCAOB Auditing Standard No. 1, References in Auditors' Reports to the Standards of the 
PCAOB. The ASB believes that it is appropriate and timely to revisit the required reporting elements and the 
language in the auditor's report for audits of nonissuers. The ASB further believes that clarifying certain as-
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pects of the report will help to narrow the expectation gap. The task force will present a draft of a proposed 
statement on auditing standards for discussion at the January 2006 ASB meeting.   
  
Communications Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: Daniel D. Montgomery). The 
task force is revising SAS No. 61, Communication with Audit Committees (AU sec. 380), to incorporate ele-
ments of proposed ISA 260, The Auditor's Communication with Those Charged with Governance, issued by 
the IAASB. The most recent draft of the SAS: 
 
 • Applies to all entities rather than only to entities with audit committees or groups that have been for-
mally designated with oversight of the financial reporting process, 
 • Defines those charged with governance and management, recognizing that either may have responsi-
bility for approving the financial statements. 
 • Recognizes that in some cases, especially in smaller entities, those charged with governance are also 
involved in managing the entity, and clarifies communication requirements in these circumstances.  
 • Requires the auditor to communicate the following matters to those charged with governance: 
 
  - The auditor’s responsibilities under generally accepted auditing standards. 
  - The planned scope and timing of the audit 
  - The conduct of and findings of the audit 
  - Matters in other standards and external regulations that must be communicated by the auditor. 
 
Group Audits Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: Diane M. Rubin). The task force 
is considering revisions to AU Section 543, Part of Audit Performed by Other Independent Auditors, in light of 
proposed International Standard on Auditing 600, The Audit of Group Financial Statements, issued by the In-
ternational Auditing and Assurance Standards Board (IAASB) on March 22, 2005. The task force will closely 
monitor the IAASB’s progress on this issue. 
 
Internal Control Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair: Michael T. Umscheid). At 
its July 12-14, 2005 meeting, the ASB voted to expose for comment a proposed SAS that would supersede 
SAS No. 60, Communication of Internal Control Related Matters Noted in an Audit (AU sec. 325). For addi-
tional information about the exposure draft, see the article on page 3, “ASB Amends and Reexposes Proposed 
SAS, Communication of Internal Control Related Matters Noted in an Audit.  
 
The task force also is revising AT 501, Reporting on an Entity’s Internal Control Over Financial Reporting, to 
reflect elements of Public Company Accounting Oversight Board Auditing Standard No. 2, An Audit of Internal 
Control Over Financial Reporting Performed in Conjunction With an Audit of Financial Statements, (AS2) that 
are relevant to nonissuers.  At its July 2005 meeting, the ASB discussed a revised draft of AT 501 and agreed 
that: 
            
 •   A practitioner should express an adverse opinion when there is a material weakness in an entity’s in-
ternal control.       
 •   An entity’s financial statements must be audited for a practitioner to perform an examination of the op-
erating effectiveness of its internal control. (Paragraphs 45-46 of the draft present communication re-
quirements in the unusual circumstances when each engagement is performed by a different practitio-
ner.)   
 • An entity’s financial statements need not be audited for a practitioner to report on only the suitability of 
the design of an entity’s internal control. 
 • Monitoring, when performed comprehensively, should provide management with sufficient evidence to 
support its assertion about internal control.  (The ASB will review the guidance on this topic in a forth-
coming COSO exposure draft that will address internal control in smaller public companies.) 
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At the October 2005 ASB meeting, the task force will present a revised draft of proposed AT 501 with the ex-
pectation that the ASB will vote to expose the document for comment.   
  
International Auditing Standards Subcommittee (Staff Liaison: Sharon Walker; Subcommittee Chair: Wil-
liam F. Messier).  The objective of this subcommittee is to support the development of international auditing 
standards. Subcommittee activities include providing technical advice and support to the AICPA representative 
and technical advisors to the International Auditing and Assurance Standards Board, commenting on exposure 
drafts of international assurance standards, participating in and identifying U.S. volunteer participants for inter-
national standard-setting projects, identifying opportunities for establishing joint standards with other standard 
setters, identifying international issues that affect auditing and attestation standards and practices, and assist-
ing the ASB and other AICPA committees in developing and implementing AICPA international strategies.  
 
Investment Performance Statistics Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: Peter 
McNamara). The task force will be revising Statement of Position (SOP) 01-4, Reporting Pursuant to the Asso-
ciation for Investment Management and Research Performance Presentation Standards (AIMR-PPS), in light 
of the recent convergence of the AIMR-PPS with the Global Investment Performance Standards, which are   
issued by the CFA Institute, an international nonprofit organization of investment practitioners and educators. 
 
Management Representations Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: Keith O. New-
ton). The task force is considering revisions to SAS No. 85, Management Representations (AU sec. 333) in 
light of the International Auditing and Assurance Standards Board's (IAASB) project to revise International 
Standard on Auditing 580, Management Representations. The IAASB discussed an issues paper on the topic 
at its June 2005 meeting. The task force will closely monitor the IAASB’s progress on this issue. 
 
Quality Control Standards Task Force (Staff Liaison: Ahava Goldman; Task Force Chair: David Brumbeloe). 
This new task force will consider revisions to Statements on Quality Control Standards related to the IAASB’s 
International Standard on Quality Control No. 1, Quality Control for Firms that Perform Audits and Reviews of 
Historical Financial Information, and Other Assurance and Related Service Engagements.  
 
Risk Assessments Task Force (Staff Liaisons: Hiram Hasty; Task Force Chair: Darrel R. Schubert). In June 
2005, the ASB issued an exposure draft consisting of eight proposed statements on auditing standards (SASs) 
related to the auditor’s risk assessment process. These proposed SASs, if adopted, would establish standards 
and provide guidance concerning:  
 
 • The auditor’s assessment of the risks of material misstatement in a financial statement audit. 
 • The design and performance of auditing procedures that are responsive to the assessed risks.  
 • Planning and supervision of the audit. 
 • The nature of audit evidence. 
 • Audit risk and materiality. 
 • Evaluating whether the audit evidence obtained affords a reasonable basis for an opinion on the finan-
cial statements under audit. 
 
These proposed SASs were originally exposed for comment on December 2, 2002 (except for the amendment 
to SAS No. 1 which was approved for exposure on April 28, 2005). Because many significant revisions were 
made to the original exposure draft, the ASB concluded that the document should be reexposed for comment. 
 
The proposed SASs would be effective for audits of financial statements for periods beginning on or after De-
cember 15, 2006, to provide auditors with sufficient time to revise their methodologies and train their personnel 
for the initial application of the standards.  Early adoption may be practical for some auditors and will be en-
couraged.  
 
Use of Terms Task Force (Staff Liaison: Sharon Walker; Task Force Chair: John A. Fogarty).   This task force 
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was established to consider the terms used to describe the degree of responsibility that professional require-
ments impose on the auditor.  In February 2005, the ASB voted to issue an exposure draft of a proposed SAS, 
Defining Professional Requirements in Statements on Auditing Standards, and a proposed SSAE, Defining 
Professional Requirements in Statements on Standards for Attestation Engagements. The comment period for 
this exposure draft ended on May 15, 2005.  The ASB is expected to consider comments and finalize the pro-
posed standards at its October 2005 meeting.  The exposure draft is available on the AICPA website at 
http://www.aicpa.org/members/div/auditstd/2005_02_28_Prof_Req.asp.  
 
Using the Work of a Specialist Task Force (Staff Liaison: Hiram Hasty; Task Force Chair: Michael T. Um-
scheid). The objective of the task force is to revise SAS No. 73, Using the Work of a Specialist, and replace it 
with two new standards. One of the proposed standards, Using an Outside Specialist to Assist in the Audit,  
addresses situations in which an auditor engages an outside (non-firm) specialist to obtain specialized skills or 
knowledge needed in the audit, but not available on the engagement team. The other proposed standard, Us-
ing the Work of Management's Nonemployee Specialist, focuses on situations in which an auditor uses as au-
dit evidence the work product of a nonemployee specialist hired by management.    
 
At its December 6-10, 2004 meeting, the International Auditing and Assurance Standards Board (IAASB) 
added to its agenda a project to revise International Standard on Auditing (ISA) 620, Using the Work of an Ex-
pert. At its February 1-3, 2005 meeting, the ASB approved the submission of a recommendation to the IAASB 
consisting of the two proposed SASs developed by the task force. The task force will monitor the progress of 
the IAASB’s standard and consider the IAASB’s deliberations and drafts in developing its exposure draft. 
 
 
Other Activities 
 
Accounting and Review Services Committee (ARSC) (Staff Liaison: Michael Glynn; Committee Chair: An-
drew M. Cohen). The ARSC is the senior technical committee of the AICPA designated to issue pronounce-
ments in connection with the unaudited financial statements or other unaudited financial information of nonpub-
lic entities. The charge of the ARSC is to develop and communicate, on a continuing basis, comprehensive 
performance and reporting standards as well as practice guidance that enable practitioners to provide high 
quality, objective, compilation and review services that serve the profession, clients, and the general public. 
The ARSC accomplishes this objective by developing compilation and review standards, timely responding to 
the need for guidance, and clearly communicating such guidance to the profession and users of financial 
statements. The ARSC recently issued three new Statements on Standards for Accounting and Review Ser-
vices (SSARS). For additional information about these recently issued standards and other activities of the 
ARSC, please see the article on page 5, “ARSC Issues SSARS Nos. 12, 13, and 14.” The ARSC will hold its 
next meeting in the fourth quarter of 2005 at the New York office of the AICPA. When the meeting date is final-
ized, it will be posted in the CPA Letter. To view highlights of past and current ARSC meetings, please see the 
following AICPA web site: http://www.aicpa.org/members/div/auditstd/calendar/arscmtghlts.htm. 
  
Anti-Fraud Task Force (Staff Liaison: Michael P. Glynn; Task Force Chair: Ronald L. Durkin). The Anti-Fraud 
Task Force is charged with further developing the specificity of criteria for management anti-fraud programs 
and controls, as introduced in the document, Management Antifraud Programs and Controls:  Guidance to 
Help Prevent, Deter, and Detect Fraud, issued jointly by several organizations, including the AICPA.  The task 
force is currently considering its next project.   
 
Auditing Standards Committee of the American Accounting Association (AAA) (Chair: Linda McDaniel, 
University of Kentucky; ASB/AICPA Liaisons to the Committee: William F. Messier and Michael P. Glynn). The 
Auditing Standards Committee of the AAA is charged with fostering interaction between the AAA’s Auditing 
Section and auditing standard-setting bodies such as the AICPA’s ASB. The ASB supports strengthening its 
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relationship with the academic community as well as increasing the community’s participation in the standard-
setting process.  
 
International Auditing and Assurance Standards Board (IAASB) (U.S. Member: John A. Fogarty; U.S. 
Technical Advisor: Charles E. Landes). The IAASB met in June 2005 in Rome, Italy. At that meeting, the 
IAASB voted to expose for comment proposed International Standard on Auditing (ISA) 701, The Independent 
Auditor’s Report on Other Historical Financial Information, and proposed ISA 800, The Independent Auditor’s 
Report on Summary Audited Financial Statements. The due date for comments on these exposure drafts is 
October 31, 2005.  
 
Copies of the International Federation of Accountants’ (IFAC) final auditing, assurance, related services, and 
quality control standards; exposure drafts outstanding, and information about attending IAASB meetings, which 
are open to the public, can be found at:  http://www.ifac.org/   The next meeting of the IAASB will be held Sep-
tember 12-16, 2005 in New York. 
 
Professional Issues Task Force (PITF) (Staff Liaison: Michael P. Glynn; Task Force Chair: Charles J. 
McElroy).  The PITF is responsible for accumulating and considering practice issues that appear to present 
concerns for practitioners performing audits and reviews of financial statements or agreed-upon procedures. 
The PITF also is responsible for disseminating information or guidance, as appropriate, in the form of practice 
alerts.  Practice alerts are intended to provide practitioners with information that may help them improve the 
effectiveness and efficiency of their engagements and practices, and are based on existing professional litera-
ture, the experience of the members of the PITF, and information provided by AICPA member firms to their 
own professional staffs.  The task force also refers matters that may require reconsideration of existing stan-
dards to the appropriate standard-setting body. All alerts that have not been superseded are available at 
http://www.aicpa.org/members/div/auditstd/pract_alerts.asp. In addition, the alerts are published annually 
in the AICPA Technical Practice Aids.  The PITF currently is preparing a practice alert on audit procedures re-
lated to variable interest entities that is scheduled to be issued during the third quarter of 2005.   
 
Auditing Standards Board Agenda 
 
Codes: DI—Discussion of issues, DD—Discussion of draft document, ED—Vote to ballot a 
document for exposure, EP—Exposure Period, CL—Discussion of comment letters, FI—Vote to ballot 
a document for final issuance, SU—Status Update. 
 
Project 
ASB Meeting Date 
October  11-13,  2005 
Williamsburg, VA 
Audit Documentation FI 
Reporting on an Entity’s Internal Control (AT 501) DD and ED 
Risk Assessment  CL and FI 
Use of Terms CL and FI 
 
To view a projected timetable of ASB projects through 2007, see the following AICPA web site: 
http://www.aicpa.org/members/div/auditstd/asb_project_timetable.htm 
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Recently Issued and Approved Documents 
 
Interpretations of Statements on Auditing Standards (SASs) 
Title Issuance Date1 
Interpretation of SAS No. 101, Auditing Fair Value Measurements 
and Disclosures 
 
Interpretation No. 1, “Auditing Investments in Securities Where a 
Readily Determinable Fair Value Does Not Exist”  
(AU sec. 9101.01-04) 
 
 
 
 
 
August 2005 
Interpretation of SAS No. 92, Auditing Derivative Instruments, Hedg-
ing Activities, and Investments in Securities 
 
Interpretation No. 1, “Auditing Interests in Trusts Held by a Third-
Party Trustee and Reported at Fair Value” (AU sec. 9332. 01-.04) 
 
 
 
 
August 2005 
Interpretation of SAS No. 50, Reports on the Application of 
Accounting Principles  
 
Interpretation No. 1, “Requirement to Consult With the Continuing 
Accountant” (AU sec.9625. 01-09) 
 
 
 
 
January 2005 
Interpretation of SAS No. 62, Special Reports  
 
Interpretation No. 12, “Evaluation of the Appropriateness of Informa-
tive Disclosures in Insurance Enterprises’ Financial Statements Pre-
pared on a Statutory Basis” (AU sec. 9623.60-.77) 
 
Interpretation No. 14, “Evaluating the Adequacy of Disclosure and 
Presentation in Financial Statements Prepared in Conformity with an 
Other Comprehensive Basis of Accounting (OCBOA)" (AU sec. 
9623.90-.95)  
 
Interpretation No. 15, "Auditor Reports on Regulatory Accounting or 
Presentation When the Regulated Entity Distributes the Financial 
Statements to Parties Other Than the Regulatory Agency Either 
Voluntarily or Upon Specific Request." (AU sec. 9623.96-.98) 
 
 
 
 
Amended January 2005 
 
 
 
 
Amended January 2005 
 
 
 
 
Amended January 2005 
 
 
 
 
 
                                                          
1 The issuance date of interpretations of Statements on Auditing Standards and interpretations of Statements on Standards for Ac-
counting and Review Services is the first date the document is made widely available to the public. In most cases, this will be the date 
the document is posted to the AICPA Web site: www.aicpa.org. There may be cases in which the document is first made widely avail-
able in hard copy, or published in the Journal of Accountancy. In those cases, the publication date of the document is considered to be 
the date of publication of the hard copy, or the date of publication in the Journal of  Accountancy. 
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Statements on Standards  for Accounting and Review Services (SSARSs) 
Title (Product Number) Issue Date Effective Date 
SSARS No. 14, Compilation of Pro 
Forma Financial Information (No. 
060652)  
July 2005 Effective for engagements entered into after 
December 15, 2005. Early application is permit-
ted. 
SSARS No. 13, Compilation of Specified 
Elements, Accounts, or Items of a Finan-
cial Statement (No. 060651)  
July 2005 Effective for engagements entered into after 
December 15, 2005. Early application is permit-
ted. 
SSARS No. 12, Omnibus Statement on 
Standards for Accounting and Review 
Services - 2005 (No. 060650)  
 
July 2005 The Statement consists of three amendments to 
AR section 100 and one amendment to AR sec-
tion 200. 
 
The following amendments are effective for en-
gagements for periods ending after December 
15, 2005.  Early Application is permitted: 
 
•  The Accountant’s Consideration of Fraud and 
Illegal Acts in a Compilation or Review En-
gagement 
 
•  The Accountant’s Consideration of Obtaining 
an Updating Representation Letter From 
Management 
 
•  Restated Prior-Period Financial Statements 
 
The following amendment is effective upon is-
suance: 
 
Restricting the Use of an Accountant’s Compila-
tion or Review Report 
 
 
 
 
Interpretations of Statements on Standards for  
Accounting and Review Services (SSARSs) 
Title Issuance Date1 
Interpretation of SSARS No. 1, Compilation and Review of Financial State-
ments 
Interpretation No. 27, “Applicability of SSARSs to Reviews of Nonissuers 
Who Are Owned By or Controlled By an Issuer” (9100.104-.108) 
 
 
August 2005 200A5 
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